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(ITALY) KEY ECONOMIC INDICATORS: 6/3/80 


All values in U.S. $ million Exchange rates used (lire per dollar); 
and represent period averages 849 for current 1978 values; 831 for 


unless otherwise indicated current 1979 values; 805 for current 
1980 values; 625 for constant (1970) 
values 


Cumulative 
Items and date 1978 1979 & 1980 (most 


Change recent data) 


of most recent data shown 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 261,919 323,548 
GDP at Constant (1970) Prices 125,442 131,659 
Per Capita GDP, Current Prices $ 4,618 $ 5,685 
Plant, Equipment and Transport 

Investment at Constant (1970) 

Prices 9,174 9,870 
National Income at Current Prices 215,390 269,921 
Indices: 

Industrial Production (1970=100) 4125.7 133.8 

(3/80) 

Avg. Labor Productivity (1975=100) 108.3 142.3 

Avg. Industrial Wage (1975=100) 

(3/80) 179.3 213.9 
- real % change over comparable 

prior year data 3.62 3.12% 
Unemployment ('000) (1/80) 1572 1,698 

of which: Youths (14-29 years) 1,191 1,261 

Avg. Unemployment Rate Z 7.2% 7.7% 


MONEY AND PRICES 

Primary Liquidity (MI) 147,730 180, 767 
Interest Rate (Central Bank) 10.5 15.0 
Prime Rate r>.0 19.9 
Indices: (1976=100) 

Wholesale Price (4/80) 126.4 146.0 
Retail Price (3/80) agi 52 150.6 


BALANCE OF PAYMENTS AND TRADE 

Official Foreign Exchange and 

Gold Holdings 1/ 25,260.4 38,139.4 
Net Foreign Position of Banks 1/ 7,090.9 8,658.0 
External Public Debt 5,381 n.a. 
External Debt Service Ratio 0.742% n.a. 
Balance of Payments 1/ 

Balance of Trade (1/80) - 427.1 - 5,686.7 
Exports, FOB (1/80) 55,954.4 425341 7 
U.S. Share 3,987.3 4,662.0 
Imports, CIF (1/80) 56536155. -77,798.4 
U.S. Share 3,815.0 Deet¥ae 





Main Imports from U.S. (C.Y. 1979) Machinery and Equipment 50,445 M.T., 

$873.2; Chemicals 1,470,681 M.T., $696.6; Oil Seeds and Cakes 1,952.041 

M.T., $555.8; Feeds and Grains 2,670,440 M.T., $398.2; Coal and Coal Pro- 
ducts 4,420,283 M.T., $363.6; Typewriters and Calculators 3,555 M.T., 

$253.6; Paper Pulp, Paper and Manufactures 350,924 M.T., $153.7; Aircraft 

and Parts 1.079 M.T., $153.0; Hides and Skins 36,855 M.T., $152.2; Sawed 
Wood 226,044 M.T., $137.4; Iron and Steel Scrap 900,566 M.T., $125.1; 

Electric Lamps 2,552 M.T., $115.7; Cotton Fabric 24,939 M.T., $115.0; 

Silver, Gold and Platinum 203 M.T., $67.5; Laminated Iron and Steel 87,580 
M.T., $66.6; Petroleum Products 601,433 M.T., $59.3; Auto Parts 6,565 M.T., 


$51.1; Leaf Tobacco 10,324 M.T., $46.2; Copper and Copper Alloys 19,664 
M.T., $41.9. 


1/ Original data in dollars. 


2/ Seasonally adjusted total at annual rate. 


SOURCES: ISTAT (Italian Central Institute of Statistics), Bank of Italy, 


GOI Economic Report, ISCO (Istituto Nazionale per lo Studio del- 
la Congiuntura). 





SUMMARY 


Italy's yearly economic performance is often surprising, and 1979 was one of those 
years. Real GDP grew by 5 percent, surpassing most forecasts. Private consumption 
and exports were again the major components of demand, but fixed investments also 
played a positive role for the first year since 1976. 


On the balance of payments, Italy had a $5.2 billion current account surplus, the largest 
among the OECD countries, although lower than the $6.3 billion current account surplus 
of 1978. However the fourth quarter results indicated that Italy may move into deficit 
in 1980. Net foreign reserves rose to $29 billion by the end of 1979. Until near the end 
of the year, the lira was one of the strongest currencies within the European Monetary 
System (EMS). 


Inflation averaged 15.7 percent in 1979 with price increases accelerating during the 
latter part of the year, reaching a 21 percent rate during the first 3 months of 1980. If 
this high inflation rate continues throughout 1980, the widening inflation differential 
between Italy and its main trading partners will hurt the competitiveness of Italian 
exports. 


The lack of well-defined economic policies, including an energy policy, has been a major 
cause of uncertainty. This complicated the already difficult task of forecasting 
economic trends for 1980 and beyond. Available forecasts, however, showed growth 
declining in 1980 (to the 2-3 percent range), inflation in the double-digit level (17-20 
percent), and the current account balance either in balance or in deficit. 


DOMESTIC ECONOMY: RECENT DEVELOPMENTS AND SHORT-TERM TRENDS 


Overall Growth Pattern 


Following a second quarter decline, partly attributable to labor conflict prior to the 
conclusion of new national contracts, economic growth accelerated in the latter part of 
1979—particularly in the fourth quarter when GDP grew by 3.9 percent over the 
previous quarter. Average real GDP growth for 1979 was 5 percent, almost double the 
2.6 percent growth of 1978. Overall consumption was buoyant, rising 4.7 percent in real 
terms over 1978, with private consumption up 5.1 percent and public up 2.7 percent. By 
comparison, consumption increases in 1978 were only 2.7 percent, 3 percent and 1.8 
percent respectively. Exports, which grew 8.9 percent on a national accounts basis, 
also fed internal demand, continuing to grow faster than GDP which has been the 
pattern since 1974. Finally, fixed investments were a positive factor in demand for the 
first time since 1976, growing 4.5 percent in real terms compared with -0.1 percent in 
1978. Toward the end of the year, there was modest inventory accumulation. 





Sector Trends 


Value added in the agricultural sector grew 4.8 percent in real terms in 1979, compared 
with 3.5 percent in 1978. 


Italy's food and agricultural trade balance was again marked by a large deficit, $8.2 
billion in 1979, largely due to imports of meat, animals, and to a lesser extent feed 
grains. The bulk of the agricultural trade is with other members of the EC, but the 
United States accounts for about 9-10 percent of Italy's agricultural imports. About 
three-fourths of U.S. farm exports to Italy are grains, oilseeds, cakes, and meal. 


Due to a strong fourth quarter result, with activity up 7.8 pecent over the third quarter, 
value added in manufacturing was 6.8 percent higher in 1979. The industrial production 
index rose 7.8 percent. Construction was not as buoyant, and value added in this sector 
rose only 2 percent. Real growth in the secondary sector as a whole was 6 percent. 
Growth was particularly marked in the category of typewriters, calculators, and other 
office equipment where the index was 35 percent higher than in 1978. Production of 
clothing (especially knitwear), furniture, textiles, and shoes were also up, after the 1978 
declines in these sectors. 


Investments 


Total fixed investment grew 4.5 percent in real terms in 1979, after 2 years of 
stagnation and marginal growth. This growth was sparked by industry as a whole, where 
investments grew 10.5 percent after declining 3.8 percent in 1978. Within the overall 
category, investments in equipment were up 7.6 percent and in construction 2.1 
percent. Nonresidential housing investments rose 3 percent compared with a 1.2 
percent growth for residential building. Contributing to the surge in industrial 
investment was a further improvement in capacity utilization that averaged 75.8 
percent in 1979, the highest level since the 76.7 percent of 1974. In interpreting 
capacity utilization figures in Italy, it should be kept in mind that many experts believe 
they overstate actual idle capacity. This is especially true because rigidities in the 
labor market make employers reluctant to add new workers during an upturn in demand 
since it is virtually impossible to dismiss them during a downturn. These rigidities plus 
labor costs also encourage investments in laborsaving equipment and reorganization of 
existing plants. 


Wages and Umemployment 


Unemployment in 1979 rose to 7.7 percent from 7.2 percent in 1978. The unemployed 
are to be found disproportionately among the following categories: young people, the 
area south of Rome, and women. Slightly less than three-fourths of the unemployed 
were under 30, almost 60 percent were women, who in 1979 accounted for 33 percent of 
the labor force. Seen from another perspective, the 1979 unemployment rate for men 
was 4.9 percent and for women 13.3 percent. An interesting aspect of the Italian 
economy is the regional pattern with a 5.5 percent unemployment rate in the north 
(with 48.9 percent of the 1979 labor force), 7.9 percent rate in the center, and a 10.9 
percent rate in the south. 





The index for wages for industrial blue-collar workers showed a 19.2 percent increase in 
1979. Some of the increase can be attributed to the new national labor contracts 
covering some 6 million workers concluded in mid-year, while the rest derived from 
cost-of-living (COL) increases. The cost-of-living increases are converted into "points," 
each worth 2,389 lire a month. In 1979, 28 "points" were added to wages compared with 
20 in 1978. 


Inflation 


Inflation accelerated in the second half of 1979, reaching an annual average increase in 
the cost of living of 15.7 percent compared with 12.4 percent in 1978. In January 1980, 
the index showed a 3.3 percent increase over December with price increases fed by 
inflation expectations, labor costs, and adjustments of energy-related prices. The 
monthly rate of increase has since been lower than this, but the cost-of-living index in 
April was still 21.2 percent higher than April 1979. 


BALANCE OF PAYMENTS 


In 1979, selected balances closed as follows: merchandise trade (f.o.b. basis), $1 billion 
deficit; services, $5.8 billion surplus (including $6.7 billion tourism surplus); transfers, 
$415 million surplus (includes public transfers deficit of $1 billion); current account 
balance, $5.2 billion surplus; and capital account estimated at about $3 billion deficit. 
The overall balance of payments finished with a surplus of just under $2 billion. Italy's 
1979 current account surplus was the largest in the industrialized world. However, its 
performance during the fourth quarter, particularly with respect to the trade balance, 
was well below that of the first three quarters. 


On a quantity basis, exports grew by 7.6 percent and imports by 14.3 percent. Partially 
offsetting the negative impact of higher import than export volume growth was the fact 
that export prices increased by slightly more than import prices. This was largely 
attributable to the fact that during 1979 the lira appreciated against the dollar (thus 
tending to reduce lira prices) in which a large share of Italy's imports are invoiced, 
while depreciating against the other EC currencies (lira price up) in whose currencies 
most of its exports are denominated. 


Italy's gross foreign reserve position increased by almost $15 billion during 1979 to a 
level of $38 billion. Included in this were an increase in foreign European Currency 
Unit (ECU) exchange holdings of over $7 billion and net decreases in liabilities to the 
EC and International Monetary Fund of over $1.5 billion. The rest of the increase is 
accounted for by an increase in the value of Italy's gold stocks, which is adjusted 
quarterly to reflect current gold prices. The net foreign debt position of Italian 
commercial banks increased by over $1.5 billion during 1979, to $8.7 billion, leaving 
Italy's net foreign reserve position at year's end at slightly over $29 billion. 


During 1979, the lira had little difficulty remaining within its prescribed band in the 
EMS. Until late in the year, it remained one of the strongest of the EMS currencies. 





ECONOMIC POLICIES 


Fiscal and Energy Policy 


The public sector deficit in Italy continues to be an important and difficult problem, 
even though 1979 results were better than had been expected. 


During and following the 1976-77 economic crisis, information on public finances has 
been expanded and various definitions of a public deficit adopted to take into account 
the wide activities of the Italian Government that go far beyond what might be 
considered the purely central government sector. Regional and local finances, social 
security entities, and publicly owned companies are all part of what has been named the 
Enlarged Public Sector (EPS). In 1979 the EPS overall cash requirement (which is the 
most comprehensive definition of the public sector deficit) declined to 33,046 billion 
lire from 34,762 billion lire in 1978. The ratio of this deficit likewise declined from 
15.6 percent of GDP to 12.3 percent. Encouraging as this decline is, especially since 
the December 1979 estimate by the Italian Governement of this deficit was 35,300 
billion lire, the outlook is still problematical once the reasons for the decline have been 
noted. A savings of 4,500 billion lire attributed to that part of the 1978 economic 
strategy known as the Pandolfi Plan embodied in the 1978 Financial Law, but the 
positive effect of the measures, some of which were limited to 1978, will tend to 
diminish. Accelerating inflation swelled receipts more than it increased costs, leading 
to a net 1,600 billion lire in unanticipated revenues. Finally, the postponement of 
investment programs (for example, that of ENEL, the electric monoploy) and 
recapitalization programs for various state enterprises saved more than 3,000 billion 
lire. Thus, only part of the decrease can be attributed to budget-cutting, while 
increased inflation and the postponement of investment programs not only have 
immediate negative economic effects but also can contribute to swelling future deficits. 


The first government headed by Prime Minister Cossiga (August 4, 1979-April 1980) Was 
unable to obtain Parliamentary approval of its economic policy put forward at the end 
of September 1979 as part of the annual draft financial law. The proposals included 
measures to stimulate the economy, further reduce tax evasion, and redo the local 
finance system; some of these measures now are being considered in separate 
legislation. The 1980 Financial Law was only approved on April 24, 1980, clearing the 
way for adoption of the 1980 budget by the mandatory deadline of April 30. Thus, not 
only were the original proposals watered down, but the late adoption of the remaining 
measures means there will be little impact on 1980 results. 


The latest official estimate of the EPS overall cash requirement for 1980, which is 
subject to some variation, taking into account late changes in the budget, was 43,000 
billion lire. The current deficit of the more narrowly defined state sector, which is that 
with the greatest impact on demand, is expected to grow 31.4 percent to 20,342 billion 
from 15,842 billion in 1979; this deficit grew only 1.1 percent in 1979 after expanding 
64.9 percent in 1978. 





Measures have been taken in energy policy, especially under the impetus of late-1979 
fears of a supply shortfall for 1980. They are principally rate increases for utilities and 
higher prices for oil products. More comprehensive energy programs have been 
discussed, but they have encountered resistance from interested parties either 
representing parts of the population, political groups, or those with a different approach 
to energy. It remains to be seen whether the second government headed by Prime 
Minister Cossiga will push forward in this area. 


OUTLOOK FOR 1980 


Domestic Economy 


Forecasts for 1980 vary quite a bit. Officially, GDP is projected to grow by 1.5 
percent. However private forecasters anticipate a much higher growth, reflecting 
primarily the strong 1979 fourth quarter performance (the official forecast was 
prepared before the end of 1979) , A slowdown in the economy is expected in the second 
half of the year partially due to expectations of lower growth in world trade. Real 
growth in 1980 will probably be in the 2-3 percent range with a marked decline in 
economic activity expected in 1981. 


The pace of inflation eased in March, and the Government expects this trend to 
continue. Nonetheless, the annual increase in the cost of living could well average 
about 20 percent for 1980, in part as wage increases due to COL adjustments feed back 
into the economy. During the first half of the year, 20 "points" were added to wages 
under the system to indexation, compared with 28 "points" for all of 1979. 


Fiscal policy in 1980 will continue to be expansive as much due to problems in defining 
and implementing economy policies as to any conscious policy. Two initiatives under 
discussion that would increase the government deficit are: (1) to alter personal tax 
rates to correct for inflation, and (2) to shift another portion of increased labor costs 
from companies to the national budget, a policy known as "fiscalization." Policymakers 
face the uneasy task of grappling with a large government deficit, a difficult 
international economic situation, and substantial inflation (in an economy where many 
costs are indexed). These are problems that often lead to conflicting demands on 
economic policy. Despite the growth registered in 1979, many economic experts feel 
that a chance has been lost during the last 2 years to tackle the fundamental problems 


of the Italian economy and that Italy will, as a result, face economic difficulties in the 
medium term. 


As has been the case in past years, the monetary policy of the Bank of Italy (BOI) is 
expected to be the most important tool in managing the economy during 1980. 


As previously mentioned, the rate of growth in monetary aggregates slowed 
significantly during 1979. In addition, the BOI in March 1980 put teeth into its credit 
ceiling by providing for financial penalties on those banks that exceed their lending 
limits. It is expected that these stringent policies will lead both to a slowdown in real 
growth and in inflation during the latter part of 1980. 





Balance of Payments 


It is likely that in 1980 the large current account surplus of the past 2 years will give 
way to a moderate deficit. Given its strong foreign reserve position, Italy is expected 
to have little difficulty in financing this deficit. 


The major cause of the swing from surplus to deficit will be a sharp increase in the oil 
bill resulting from the OPEC increases of 1979. However, an aggravating factor will be 
the unlikelihood that Italian exports will expand sufficiently to offset the enlarged oil 
bill. A sluggish export growth is not only the result of a slowdown in growth of world 
income but also a deterioration in Italy's competitive position. 


Italy's high rate of inflation in 1979, which is expected to worsen in 1980, will make it 
increasingly difficult for Italian exports to complete on world markets. Net receipts 
from tourism will probably increase only moderately after last year's boom. Along 
with an increase in emigrants' remittances this will yield a highly favorable balance for 
services and transfers but still insufficient to offset a large trade deficit. 


Exchange rate developments during 1980 are difficult to forecast. The Government of 
Italy would like to keep the lira at about 1979's level, 830 lire per dollar, as an 
anti-inflationary device. However, this may prove to be difficult with a deteriorating 
balance of payments. Many obeservers believe that in 1980 some modification will have 
to be made within the EMS to allow for the depreciaton of the lira against the stronger 
EMS currencies. 


Monetary Policy and Interest Rates 


Tightened monetary policy marked 1979. The rate of growth of the money supply 
(currency, demand, and savings deposits) for the year as a whole was 19.6 percent, 
compared with 22.8 percent in 1978. As the rate of inflation in 1979 was above that in 
1978, the tightening was even greater in real terms. 


It is estimated that the growth in total domestic credit for the year as a whole will 
slightly exceed 20 percent compared with the Government's original target of 18.4 
percent. However, the target was formulated on an estimate of nominal GDP growth 
substantially below that which actually occurred. Consequently, the original total 
domestic credit growth rate target was probably unattainable. 


Interest rates remained stable until early fall when they climbed sharply. On October 
6, the Bank of Italy increased its discount rate from 10.5 to 12 percent and increased it 
again 15 percent on December 5. These increases were followed by increases in the © 
prime rate from 15 to 16.5 percent and then to 19.5 percent. The 6-month Italian 
Treasury bill rate increased from 11.74 percent in January to 15.52 percent in 
December. The yield on Treasury bonds increased from 12.7 percent in January to 13.9 
percent in December. 





IMPLICATIONS FOR THE UNITED STATES 


The trade surplus enjoyed by Italy in 1978 vis-a-vis the United States was reversed in 
1979 when the United States registered a surplus of $620 million. U.S. exports to Italy 
were valued at $5.28 billion for 1979, up 38.2 percent over the 1978 figure, while U.S. 
imports from Italy rose by 16.8 percent to a 1979 total of $4.66 billion. At 6.8 percent, 
the U.S. share of total Italian imports in 1979 remained virtually unchanged from that 
enjoyed ih 1978. Among the United States’ strongest competitors in the Italian market, 
most also maintained their shares from the previous year, or like France and Germany, 
lost only fractions of a percent. While the unavailibility of 1980 data makes it 
impossible to forecast market share changes for the current year, no disruptions that 
could result in significant redistribution are foreseen. 

Machinery and equipment, chemicals, and agricultural products still account for slightly 
less than 50 percent of all U.S. exports to Italy (see p.3). There has been continued 
interest in and promotion of high technology items, as evidenced by the attendance at 
the February EDP show of computers, peripherals, and softwear, the May BIT show of 
personal and home computers and microproccessors, and the March Commercial and 
Industrial Security Show—all held in the U.S. International Marketing Center in Milan. 
While there have been no U.S.-sponsored shows or exhibitions of energy-related or 
pollution control equipment this year, the U.S. reputation for sophisticated products in 
these sectors continues to attract Italian buyers to our marketplace. 


U.S. Sales Prospects 


The product categories that we believe to have the best medium-term prospects for 
export sales from the United States are, in priority order, as follows: 


Energy equipment and technology 

Computers, peripherals, and business systems 

Electronic components 

Filtration and purification equipment and anti-pollution systems 
- Communication equipment 

Food processing and packaging equipment 

Aviation, avionics, and airport equipment 

Electronic industry production and test equipment 

Hotel/restaurants equipment 


For detailed information on sales prospects and local market trends in each of these 
categories, refer to the Embassy's "Best Prospects Report" dated December 17, 1979. 





Licensing and Joint Ventures 


Italian companies seeking licensing agreements and joint venture arrangements with 
U.S. firms are most often interested in energy-related projects, particularly those using 
alternative energy sources such as solar and geothermal, and in engineering and 
construction projects in the Middle East and northern Africa. However, there has been 
growing interest on the part of Italian firms for cooperation in other areas as well, such 
as fish harvesting and food processing. All such opportunities are disseminated through 
< programs and publications of the U.S. Department of Commerce and its district 
offices. 


Investment 


Foreign investment in Italy is much more complex than in many countries, for the 
obvious reasons of labor unrest and political/economic uncertainty. Nonetheless, some 
$700 million in new investment in 1978 suggests that for certain firms, Italian 
investments are still a realistic option. Disinvestment continues; however, it amounted 
to $192.7 million in 1978, yielding a net of $508.5 million investment. Of that total, the 
United States accounted for approximately $79 million. New investors are becoming 
increasingly drawn to the Mezzogiorno area of Italy (south of Rome) as available 
infrastructure increases, and as the incentive programs for the region became more 
bureaucratically accessible. The impending expiration on December 31, 1980 of the 
laws governing the Mezzogiorno programs has helped focus attention on the 
achievements and failings of the programs, and much streamlining is being advocated 
before the legislation is renewed. Approximately 76 U.S. firms have to date taken 
advantage of the incentives offered and have established altogether 102 production 
facilities in the southeren Italy area. 


* U. S. GOVERNMENT PRINTING OFFICE: 1980—311-056/308 





re amas 
vi 2 


TAKE A 
TOUR OF 
melds Eye 
MARKETS 
WITH 


ese 
BUSINESS 
REPORTS 


TRAVEL with Overseas Business Reports 
(OBRs)—60 a year—to get detailed information on 
overseas trade and investment conditions and 
opportunities. 


SEE the OBR Marketing In series for information 
about a selected foreign country’s 


trade patterns 

industry trends 

distribution channels 

transportation facilities 

trade regulations 

prospects for selected U.S. products 


SEE the OBR Market Profile series for an economic 
digest of countries in a particular marketing region. 
Take a look at the country’s 


® foreign trade 
foreign investment 
finances 
economy 
basic economic facilities 
natural resources 
population 


SEE the OBR World Trade Outlook series for a twice- 


a-year analysis of U.S. export prospects to al/ major 
trading countries. 


VIEW other special reports such as: 


e Appraisal of China’s Foreign Trade Policy 

e Basic Data on the Economy-of the Soviet Union 

e A Business Guide to European Common Market 

e A Guide to End Users and Research Organizations 
in Hungary 

e Quarterly statistics reports on U.S. foreign trade 


START your tour now for only $40 a year by mailing 


the coupon below. 


— copies are available for $1.25 each from the Publication Sales Branch, Room 1617, 


it of Commerce, Washington, D.C. 20230.) 


(please detach here) 


SUBSCRIPTION ORDER FORM 


ENTER MY SUBSCRIPTION TO OVERSEAS 
BUSINESS REPORTS at $40 a year. 
Add $10 for foreign mailing. 


Send Subscription to: 


its possessions. 


NAME—FIRST, LAST 


No additional postage is required for 
mailing within the United States or 


0 Remittance Enclosed 
(Make checks payable 
to Superintendent of 
Documents) 


0 Charge to my Deposit 
Account No. 


COMPANY NAME OR ADDITIONAL ADDRESS LINE 


STREET ADDRESS 


STATE 


MAIL ORDER FORM TO: 
Superintendent of Documents 
Government Printing Office 
Washington, D.C. 20402 





